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P=0.45 Cd= Max{(Sd-E),0} = 0%
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Arbitrage Opportunity ( Call is underpriced)

If trader bought 100 Call option , trader shorts 50 units of underlying

T=0 T=1 Up T=1 Down
0.75 ¢ Buy 100 Calls +100 (13) =1300$ 100 (25) = 2500% 100 (0) = 0%
& 0.75Short 50 shares -50 (50) =-2500$ -50 (75) =-3750$ -50 (25) =-12508
& 0.75V=100Call+ 50 Shares -1200$ -12508 -1250%
Lend @5% +12008 1200 (1.05) = 1260% 1200 (1.05) = 1260$
50.25

Excess retun

10$

10$

—

0.5 95310 dadzll wile

28 5 e o sBalall i



